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Why  Convertibility  is  dangerous 


THE  Dominion  Prime  Ministers  met 
after  the  Coronation  to  discuss  the  eco¬ 
nomic  and  political  situation  in  the  British 
Empire  and  Commonwealth. 

For  although  the  sob-writers  of  the 
capitalist  press  have  described  howr  the 
winning  personality  of  the  young  Queen 
holds  the  Empire  and  Commonwealth 
together  those  hard-headed  gentry,  the 


Dominion  premiers,  know  better. 

They  know  that  economic  forces  are 
threatening  to  pull  the  Commonwealth 
apart  and  they  therefore  discussed  what 
to  do  about  it. 

One  of  the  things  they  discussed  was 
the  convertibility  of  the  pound  which 
the  Dominion  premiers  loudly  demanded 
at  the  conference  last  December. 


What  o§  meant  by  the  ConvertiboSity  of  the  £  ? 


IN  its  most  comprehensive  sense  it 
means  that  anyone  in  possession  of  pounds 
sterling  can  change  them  into  any  currency 
he  wishes.  This  was  the  normal  situation 
throughout  the  whole  history  of  British 
capitalism  up  till  the  outbreak  of  world 
war  two. 

Today  there  are  some  currencies,  of 
which  dollars  are  the  outstanding  example, 
that  one  cannot  today  obtain  from  the 
British  monetary  authorities  in  exchange 
for  pounds. 

An  inconvertible  currency  is  from  the 
point  of  view  of  certain  groups  of  capi¬ 
talists,  an  inferior  currency.  If  a  capitalist 
holds  dollars  he  can  change  them  into  any 
currency  he  pleases.  If  he  holds  pounds 
he  can  not. 

It  is  therefore  preferable  for  foreign 
capitalists  to  hold  their  liquid  wealth  in 
dollars  in  New  York  rather  than  in  pounds 
in  London.  This  raises  New  York’s 
prestige  as  an  international  banking  centre 
over  that  of  London. 

So  the  great  financial  houses  of  the 
“  City  ”  are  always  talking  in  favour  of 
convertibility. 


Capitalist  groups  which  supply  the 
British  market  naturally  favour  conver¬ 
tibility  which  would  enable  them  to  change 
the  pounds  they  have  earned  in  Britain 
into  dollars  and  purchase  whatever  goods 
they  want  from  America. 

The  capitalists  of  a  given  country  may 
not  be  able  to  acquire  all  the  dollars  they 
would  like  by  selling  goods  to  the  United 
States.  If  they  could  sell  goods  to  Britain 
and  change  the  pounds  they  earn  into 
dollars,  this  would  be  a  big  advantage. 

This  is  roughly  the  position  of  the 
British  Dominions.  They  cannot  sell 
sufficient  to  the  U.S.  to  obtain  all  the  dol¬ 
lars  they  need  and  would  obtain  dollars  by 
changing  British  pounds  into  dollars,  if 
the  pound  could  really  be  made  convertible 
on  a  basis  that  was  likely  to  last. 

The  American  capitalists  would  like 
a  convertible  pound.  This  would  enable 
them  to  invest  in  any  part  of  the  British 
Empire  and  to  change  all  the  pounds  in 
profit  they  make  there  back  into  dollars. 
This  would  ease  their  economic  conquest 
of  the  Commonwealth  and  Empire. 


There  are  two  main  types  of  conver¬ 
tibility.  The  first  can  be  called  complete 
convertibility.  This  means  that  anyone 
with  pounds,  no  matter  how  acquired,  can 
change  them  into  foreign  currency.  Some¬ 
times  this  is  interpreted  to  mean  any 
person  not  resident  in  Britain  will  have 
the  right  to  change  their  pounds  into 
foreign  currency. 

The  second  is  limited  convertibility. 
Any  country  with  a  favourable  balance  of 


trade  with  Britain  in  a  given  period  can 
change  its  surplus  into  dollars.  Thus  if 
France  sells  Britain  £100  million  in  goods 
and  services  per  annum  and  buys  £80 
million  of  goods  and  services  it  could 
change  its  surplus  into  dollars  or  any 
other  currency. 

The  right  of  American  capitalists  to 
change  the  profits  of  their  businesses, 
located  in  the  sterling  area,  into  dollars  is 
another  example  of  limited  convertibility. 


Why  cannot  Britain  agree  to  Convertibility  without 
any  fuss?  What  advantage  is  there  in  the  Pound 
remaining  inconvertible  ? 


A  weak  pound  is  the  expression  of  the 
deep-seated  crisis  in  British  foreign  trade, 
which  is  one  of  the  aspects  of  the  crisis  of 
British  imperialism. 

To  strengthen  the  pound,  to  the  point 
that  it  could  be  freely  convertible,  the 
following  conditions  are  imperative : 

(a)  There  should  be  a  strong  gold  and 
dollar  reserve. 

(b)  Britain  and  the  sterling  area  must 
be  able  to  obtain  by  trade  a  supply  of  all 
the  main  foreign  currencies  that  are  likely 
to  be  demanded  in  exchange  for  the  pound 
— in  particular  dollars. 

(c)  Britain  and  the  sterling  area  must 
be  in  a  position  to  supply  to  their  customers 
goods  as  cheap  as  they  can  elsewhere. 

Let  us  take  the  first  point.  There  are 
forty-three  countries  which  are  not  al¬ 
lowed  to  change  their  sterling  earnings 
into  dollars.  Thirteen  of  them  are  sit¬ 
uated  in  Europe  and  are  members  of  the 
European  Payments  Union.  The  other 
thirty  range  all  over  the  world.  In  1952 
these  countries  sold  to  Britain  goods  to  the 
value  of  £1,691  million. 

In  addition  they  have  £800  million  in 
sterling  balances.  So  if  these  countries 
got  the  right  to  change  their  pounds  into 
dollars  they  could  soon  exhaust  the  ster¬ 
ling  area’s  gold  and  dollar  reserves  which 
at  the  moment  (May  1953)  amount  to  £829 
million.  This  is  in  terms  of  purchasing 
power  only  one-third  of  the  reserve  which 
existed  in  1938. 

Even  if  one  did  not  expect  on  the  pound 
being  declared  convertible  a  rush  of 
foreign  countries  to  exchange  pounds  for 
dollars,  this  reserve  is  too  low. 


The  sterling  area  by  its  trade  is  con¬ 
stantly  earning  dollars.  If  the  pound 
were  convertible  it  could  very  well  be  that 


over  a  considerable  period  more  dollars 
were  being  drawn  out  of  the  reserve  than 
were  being  put  in.  A  strong  reserve  is 
necessary  in  order  to  meet  these  calls. 

When  a  country  has  a  weak  reserve, 
foreign  speculators  are  tempted  to  gamble 
in  its  currency  at  every  opportunity. 

Broadly  speaking  the  gold  and  dollar 
reserves  can  only  be  built  up  by  the  British 
and  sterling  area  economies  selling  more 
goods  and  services  abroad  than  they  buy 
and  by  earning  more  dollars  by  trade  than 
they  spend.  This  is  a  long  process. 

The  alternative  is  to  accept  a  foreign 
loan  of  gold  and  dollars.  This  loan  would 
not  be  effective  unless  British  and  Domin¬ 
ion  trade  with  the  rest  of  the  world  can 
be  put  on  a  sounder  basis. 

A  strong  reserve  can  only  be  based  in 
the  long  run  on  the  trade  of  Britain  and 
the  sterling  Area.  Convertibility  is  only 
possible  if  Britain  and  the  countries  in  the 
area  can  earn  a  sufficient  variety  of  foreign 
currencies,  particularly  sufficient  dollars, 
to  meet  any  demand  for  those  currencies 
that  foreigners  holding  pounds  may  make. 
A  sound  convertible  currency  must  be 
based  on  a  sound  trading  position. 

Foreigners  who  have  pounds  want  to 
change  them  into  dollars  because  they  can 
buy  with  dollars  something  they  cannot  buy 
with  equal  advantage  with  pounds. 
British  goods  must  therefore  be  able  to 
stand  up  to  American  goods  in  non- 
American  and  non-British  markets. 

In  the  years  immediately  after  the  war 
many  countries  took  to  American  goods 
because  they  were  the  only  goods  available. 
That  situation  has  changed  but  America 
is  desperately  striving  to  retain  the  advan¬ 
tages  it  gained  in  the  early  post-war  years. 
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What  is  the  major  obstacle  to  Britain  adopting  a 
policy  of  Convertibility  ? 


IT  is  the  American  domination  of  world 
trade  which  is  preventing  Britain,  the 
Sterling  Area  and  other  capitalist  group¬ 
ings  from  trading  in  the  normal  way  and 
is  splitting  the  world  into  two  parallel 
world  markets. 

American  domination  is  exercised  in 
two  distinct  ways,  (a)  it  forbids  countries 
under  its  domination  to  trade,  with  the 
Soviet  Union,  Eastern  Europe  and  China, 
and  (b)  it  maintains  trading  relations  with 
the  rest  of  the  capitalist  world  which 
makes  it  virtually  impossible  for  them  to 
trade  with  America  on  equal  terms. 

The  Public  Advisory  Board  for  Mutual 
Security  sent  a  document  to  President 
Eisenhower  in  February  1953  which  makes 
important  admissions  on  these  questions. 
The  document  is  entitled  “  A  Trade  and 
Tariff  Policy  in  the  National  Interest  ”. 

“  Before  the  war,  Eastern  Europe  was 
an  important  supplier  (to  West  Europe) 
of  coal,  timber,  wheat  and  other  grains, 
meat  and  sugar.  Except  for  coal  there  has 
been  a  large  reduction  in  the  export  of 
these  goods  from  Eastern  Europe  to  West¬ 
ern  Europe.  Trade  with  the  satellite 
countries  has  declined  because  of  the 
forced  industrialisation  and  collectivisa¬ 
tion  of  agriculture  and  the  shift  in  produc¬ 
tion  to  meet  the  needs  of  the  Soviet 
economy.”  (p.2.) 

Surely  the  industrialisation  of  East 
European  countries  should  increase  their 
demand  for  capital  goods  from  the  West, 
and  surely  collectivisation,  by  increasing 
agricultural  production,  should  increase 
the  amount  of  such  goods  as  they  can  sell 
to  the  West. 

The  Public  Advisory  Board  has  to  admit 
— “  As  a  result  of  Soviet  policies,  the 
United  States  has  undertaken  leadership 
in  developing  a  strategic  trade  control 


programme  to  deny  strategic  materials 
from  the  free  world  to  the  Soviet  bloc.” 
(p.3). 

“  The  remaining  exports  (to  Eastern 
Europe),  which  are  principally  capital 
goods,  are  being  screened  by  the  West 
through  a  system  of  security  trade  con¬ 
trols.”  (p.12). 

“  There  is  no  doubt  that  security  trade 
controls  have  reduced  the  volume  of 
strategic  goods  exported  to  the  Soviet 
bloc.  However,  it  would  be  a  mistake  to 
assume  that  the  present  low  level  of  East- 
West  trade  is  solely  a  consequence  of 
controls.”  (p.12). 

Having  admitted  that  U.S.  controls 
have  had  some  effect  in  diminishing  East- 
West  trade  the  Public  Advisory  Board 
says  : 

“  Western  Europe  must  develop  altern¬ 
ative  sources  of  supply  of  imports  and 
alternative  markets  for  exports  which  have 
customarily  come  from  or  gone  to  Eastern 
Europe.  Some  of  that  trade,  b  oth 
export  and  import,  will  have  to  be  with 
the  United  States.”  (p.12). 

The  Board  says  of  Japan  : 

“  That  country  cannot  maintain  a  self- 
supporting  economy  unless  it  can  find  in 
the  free  world  the  equivalent  of  the  trade 
with  China  and  Manchuria  before  the 
war.”  (p.13). 

Could  there  be  a  greater  exposure?  The 
Americans  admit  that  their  policy  of 
restricting  trade  with  the  Soviet  Union, 
Eastern  Europe  and  China  has  worsened 
the  position  of  America’s  “  allies  ”.  All 
that  they  can  suggest  is  that  these  “  allies” 
shut  out  of  the  East  by  American  policy 
should  now  begin  the  scramble  for  capit¬ 
alist  markets  in  the  rest  of  the  world.  The 
largest  market  in  the  capitalist  world  is 
that  of  the  United  States  itself. 


Are  the  Americans  going  to  allow  their  Allies,  whose 
trade  with  the  Socialist  World  they  have  restricted, 
to  have  easier  access  to  the  American  market  itself  ? 


THIS  is  the  crucial  question  for  the 
foreign  trade  of  the  capitalist  world. 

We  have  seen  that  the  Public  Advisory 
Board  admits  that  some  of  the  trade  which 
the  U.S.  has  forced  its  “  allies  ”  to  forgo 
with  Eastern  Europe  “  will  have  to  be  with 
the  United  States.”  Is  there  any  sign  of 
the  capitalist  forces  in  the  United  States 


permitting  this  ? 

A  more  fundamental  question  is  whether 
the  United  States  is  prepared  to  conduct 
foreign  trade  in  a  way  that  does  not  wreck 
the  economy  of  other  countries.  United 
States  exports  are  now  20  per  cent  and 
imports  15  per  cent  of  the  trade  of  the 
capitalist  world. 


If  the  United  States  is  to  avoid  upsetting 
the  economy  of  the  capitalist  world  it  can 
only  do  so  on  the  basis  “  if  you  sell  you 
must  buy  ”,  i.e.  the  United  States  must 
allow  the  outside  world  to  sell  in  the 
United  States  goods  of  equivalent  value 
to  those  which  it  sells. 

American  capitalism  has  hitherto  refused 
to  permit  this.  In  other  words,  it  condemns 
the  rest  of  the  capitalist  world  to  economic 
and  political  dependence  on  the  United 
States. 

In  the  year  1952  the  rest  of  the  capitalist 
world  had  a  dollar  deficit  with  the  United 
States  of  £535  million.  The  West 
European  capitalist  countries  had  a  deficit 
of  £305  million.  Those  deficits  were 
made  good  by  United  States  “  aid  ” 
(with  political  strings  attached)  and  by 
drawing  on  their  gold  and  dollar  reserves 
to  pay  for  American  goods. 

There  are  two  ways  of  ending  this 
deficit.  The  United  States  should  allow 
the  capitalist  world  to  do  more  trade  with 
the  Socialist  world.  This  we  have  al¬ 
ready  seen  it  refuses  to  do. 

It  could  allow  the  capitalist  world  to  do 
more  trade  with  the  U.S.A. 

The  U.S.A.  has  the  highest  tariffs  in 
the  world.  “  Nearly  all  the  15  schedules 
on  the  Tariff  Act,  from  chemicals  to  sun¬ 
dries,  contain  manufactured  goods  on 
which  tariff  rates  are  25  per  cent,  50  per 
cent  or  even  higher.”  (Public  Advisory 
Board,  p.4). 

Amongst  the  Americans  most  success¬ 
ful  industries  in  foreign  markets  are  auto¬ 
mobiles  and  electrical  equipment.  Yet 
these  industries  are  protected  by  enor¬ 
mous  tariffs. 

American  tariff  regulations  are  the  most 
obstructive  in  the  whole  world.  “  Many 


What  can 

It  can  repudiate  all  American  restrictions 
on  British  trade  and  open  up  negotiations 
on  this  basis  with  the  Socialist  world. 

It  can  cut  the  arms  programme  and 
make  more  capital  goods  available  for  the 
British  Dominions  so  that  they  will  not 
hanker  after  American  goods. 

It  can  stop  the  wars  of  colonial  repres¬ 
sion  which  are  ruining  Britain,  give  the 
colonies  their  independence  and  develop 


goods  take  longer  to  pass  through  customs 
than  it  took  Columbus  to  discover  America 

. Cases  requiring  from  two  to  four 

years  for  decision  are  common.”  (P.A. 
B.  p.5). 

There  is  an  “  escape  clause  ”  in  U.S. 
tariff  law  that  enables  an  industry  affec¬ 
ted  by  foreign  competition  to  claim  higher 
tariffs. 

The  U.S.  merchant  fleet  is  heavily 
subsidised  by  the  Government  to  compete 
with  European  merchant  fleets. 

Last  but  not  least,  the  Republican 
Party  is  the  high  tariff  party  and  will 
oppose  all  tariff  reductions. 

In  these  circumstances  the  acceptance 
of  any  form  of  convertibility  by  the  British 
Government  or  the  Dominions  would  be 
suicidal.  The  concentration  must  be  on 
making  Britain  and  the  Dominions 
economically  stronger  without  converti¬ 
bility. 

This  was  recognised  by  the  Common¬ 
wealth  Conference.  Reading  between  the 
lines  of  the  communique  it  is  clear  that 
the  grandiose  plan  which  the  Tories  took 
to  Washington  following  the  last  Com¬ 
monwealth  Conference  received  no 
American  support. 

This  plan  was  based  on  two  assumptions : 

(1)  that  America  would  pursue  a  “good 
creditor  policy”  i.e.  would  lower  tariffs 
and  enable  Britain  and  other  European 
countries  to  sell  more  goods  in  the  U.S.A. 

(2)  that  it  would  give  some  form  of 
financial  backing  to  a  British  effort  to 
return  to  convertibility. 

The  Americans  have  not  agreed  to  these 
propositions  and  the  Prime  Ministers 
have  placed  their  main  hopes  on  the 
strengthening  of  inter- Commonwealth 
trade. 

ritain  do  ? 

co-operation  with  them  on  the  basis  of 
equal  rights. 

It  can  sweep  aside  the  vested  interests 
of  landlords  and  middlemen  which  are 
obstructing  the  development  of  British 
agriculture. 

It  can  defeat  the  Tory  Government  and 
secure  the  election  of  a  Labour  govern¬ 
ment  pledged  to  a  policy  of  working  class 
advance. 
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